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Abstract. This report begins by examining how the saving rate is measured and what those data show. 
Next, it discusses how asset value appreciation can affect household saving behavior. Finally it assesses what 
the decline in the household saving rate means with respect to both retirement security and the national economy. 
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Summary 

Despite mostly favorable economic conditions since the early 1990s, one development — the focus 
of this report — may be cause for concern. While the economy was growing, household saving fell 
to next to nothing. At the beginning of the 1990s, households saved, on average, about 8% of 
their after-tax income. Since then, it has steadily declined, and since 2005, the proportion of 
income households set aside has been near zero. 

One of the most striking aspects of the economic expansion of the 1990s was the dramatic rise in 
equity prices. Between 1991 and 2001, the Standard and Poor’s index of 500 stock prices rose by 
217%, and the NASDAQ stock price index increased by 313%. The standard economic model of 
saving behavior assumes that households are likely to spend more and save less out of current 
income given an increase in their wealth. Given that, it seems reasonable to suppose that those 
increases in equity prices had something to do with the decline in the personal saving rate. A 
number of studies have found that the decline in the personal saving rate during the 1990s was 
due at least in part to the rise in equity prices. 

The stock market peaked in the second half of 2000. Between September 2000 and October 2002, 
the S&P 500 fell by 46%. Since then, S&P 500 stock prices have recovered, but they remained 
slightly below the 2000 peak at the end of 2006. Even though the stock market boom ended, the 
household saving rate continued to decline. The fact that household saving continued to be 
anemic even after the stock market cooled suggests that there are other factors that need to be 
considered. One candidate is the boom in the housing market. Since late 1997, the price of 
housing has risen rapidly. Between late 1997 and late 2006, house prices doubled, on average. 
Although there are reasons to think that housing price appreciation might not be a good substitute 
for saving, a number of empirical studies, while not quite a consensus, found evidence to suggest 
that it might. 

When changes in personal wealth are taken into account, the decline in the official saving 
measure may be less of an issue, although there will always be concerns about the durability of 
any gains in asset prices. With respect to the household sector’s contribution to total national 
saving, that has clearly fallen. Meanwhile, investment spending has risen relative to gross 
domestic product (GDP), in spite of the decline in personal saving, due to the increase in capital 
inflows from abroad. Some of the productivity gains likely to result from that increased 
investment, however, will benefit foreign rather than domestic investors. If house price 
appreciation slows for a long time, households may end up with less wealth than they anticipate. 
That would make the current low saving rate seem more of a problem. 

This report will be updated as developments warrant. 
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Introduction 

With the exception of a contraction in 2001, the economy has experienced healthy economic 
growth since the early 1990s, aided in part by a pickup in productivity growth that began in 1995. 
At the same time, even in a period of relatively rapid growth in output, inflation remained low. 
One development however, and the focus of this report, may be cause for concern. While the 
economy was growing, household saving fell to almost nothing. At the beginning of the 1990s, 
households saved, on average, about 8% of their after-tax income. Since then, it has steadily 
declined, and since 2005, the proportion of income households set aside has been near zero. 

A negative saving rate would seem to be cause for worry. Congress has already indicated its 
desire to promote household saving by, among other things, creating individual retirement 
accounts, and saving is an important consideration in proposals to reform Social Security. 

Household saving is important for two distinct reasons. First, most households must accumulate 
wealth over the course of their working lives if they are to avoid a decline in their standard of 
living after retiring. Saving next to nothing would seem unlikely to afford a comfortable 
retirement for many, especially if Social Security benefits are ever reduced as part of any reform 
plan, as many workers fear may occur. Second, households are an important source of funds to 
finance capital investment, increasing the capital stock and adding to worker productivity. 

This paper begins by showing how much the household saving rate has declined in recent years. 
Next, it explains how household saving is measured, and provides some detail on how saving 
varies across the income distribution. Finally, it discusses factors that may account for the decline 
in household saving, as well as how much of a policy concern the decline in household saving 
may be. 1 



The Decline in Household Saving 

The personal, or household, saving rate has fallen steadily since 1990. Personal saving as a 
percentage of after tax personal income fell from just under 8% in 1990 to near zero since 2005. 
Figure 1 shows the monthly personal saving rate since 1970. 

Clearly the personal saving rate has dropped. But it is important to understand what, exactly, this 
measure of saving takes into account. As is the case with many economic statistics, there are 
differences between the theoretical notion of saving and statistical efforts to measure it. 



1 For a complete accounting of saving in the United States, see CRS Report RS21480, Saving Rates in the United 
States: Calculation and Comparison , by Brian W. Cashell. 
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Figure I . Personal Saving as a Percentage of Disposable Personal Income 
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Source: Department of Commerce, Bureau of Economic Analysis. 

Measuring Saving 

The simplest definition of saving is income minus consumption. But what counts as income and 
how to measure consumption can be complicated. The national income and product accounts 
(NIPA) published by the Bureau of Economic Analysis (BEA) of the Department of Commerce 
are the primary source for statistics on overall U.S. economic activity . 2 The aim of the NIPA is to 
account for both income and expenditures that are related to the current production of goods and 
services. Changes in asset values are not included since they have nothing to do with current 
production. Thus, capital gains and losses are not counted as income in the NIPA. 

Even though capital gains are not included in the NIPA measure of personal income, they still 
affect the measurement of the personal saving rate. Tax payments on capital gains realizations are 
included in personal tax payments. Thus, after-tax personal income is reduced by the amount of 
the tax payments. Saving, which is calculated by subtracting consumption from income, is 
reduced as well. 

A difference between saving in a theoretical sense and the NIPA measure of saving is in the 
treatment of consumer durable goods . 3 Ideally, the consumption of durable goods would be 
measured by the value of the flow of services they provide over their useful lives, similar to an 
investment. In the NIPA, however, consumption of durable goods is treated like any other type of 

“ This is the source for the data shown in Figure 1. 

3 Consumer durable goods consist mainly of purchases of automobiles, furniture, and household equipment. 



Congressional Research Service 



2 



http://wikileaks.org/wiki/CRS-RL33168 



Why is the Household Saving Rate So Low? 



consumer spending, by simply counting the expenditures on those goods. That portion of income 
that is invested in housing is not considered to be consumption in the NIPA and thus contributes 
to total personal saving. 4 

A similar difference occurs with respect to expenditures on education. They are currently treated 
in the NIPA as consumption spending, but given that they yield benefits over an individual’s 
lifetime they might more appropriately be counted as investment spending. If they were, that 
would raise the measured saving rate. 



An Alternative Measure 

The Board of Governors of the Federal Reserve Board (Fed) publishes an estimate of household 
saving that differs somewhat from the one published by BEA. The BEA estimate of household 
saving is calculated by subtracting consumption expenditures from income. In contrast, the Fed 
estimate is based on a balance sheet for the household sector. When households save, it shows up 
in the Fed’s flow of funds accounts as an increase in household net worth. The gross increase in 
household net worth is the sum of the net acquisition of financial and tangible assets minus the 
net increase in household liabilities. 

Using net acquisition of tangible assets to measure saving means that not only is investment in 
housing included in the flow of funds measure of saving, but also net investment in consumer 
durable goods. Since consumer spending on durable goods is substantial, including it in the flow 
of funds measure of saving means that the Fed’s estimate of household saving is usually higher 
than BEA’s estimate. Figure 2 shows the household saving rate from the flow of funds accounts 
including the net increase in household durable goods. The alternative Fed measure shows the 
same steady decline in the household saving rate beginning in the 1980s as the BEA measure. But 
instead of falling from about 10% to below zero, the Fed measure shows a decline from about 
14% to about zero. 

Accounting for net investment in consumer durables as saving is entirely appropriate given that 
saving is defined as income less consumption. But when policymakers express concern about the 
low saving rate the distinction between the Fed measure and the BEA measure may not be very 
significant. The public policy concern over low household saving is one related to retirement 
saving, and investments in automobiles and household furnishings are not likely to be a source of 
income for retirees. What is significant is that the independent measures both show that 
household saving has fallen to very low historical levels. 



4 Marshall B. Reinsdorf, “Alternative Measures of Saving,” Survey of Current Business, September 2004, pp. 17-27. 
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